The growth strategies pursued by the vast majority of developing countries considerably neglect the agricultural sector, The following article discusses the main determinant factors for this discrimination, namely the shortcomings of macroeconomic as well as sectoral and project policies.
I n most Third World countries the agricultural sector is of key importance to the economy as a whole. It represents the main source of income for the majority of the population. In addition, via the substantial contribution of this sector to GDP and export earnings it determines the course and the success of the overall process of economic development, especially in the poorer countries.
These facts have been known to developing country research for many years. More recently, they have been substantiated by the findings of econometric analyses of the interrelationship between agricultural production and the growth of the economy as a whole? These facts and findings alone, however, do not explain why the World Bank devotes a large section of its World Development Report 1986 to the role of the agricultural sector in the process of development. The main reason for focusing on this aspect is the all too obvious neglect of and discrimination against this sector in the overwhelming majority of growth strategies and concepts pursued in practice.
Up to now, priority has unmistakably been given in most developing countries to modernising the economy via industrialisation. This was generally understood to mean a high level of economic development and steady growth. Structural change via a reduction in the significance of the agricultural sector and an expansion of the industrial sector was regarded as the decisive objective. Despite considerable effort in this respect the hopes for success were, however, generally unable to match expectations.
This was due to numerous factors inside the developing countries themselves as well as others of an external origin. Especially at international conferences emphasis was generally placed on the distortions of the world economy during the last twenty years and on the frequently adverse effects on development of the policies pursued by many industrialised countries? These accusations are justified. Yet they only relate to * HVVWA-Institut f~r Wtrtschaftsforschung-Hamburg.
INTERECONOMICS, May/June 1987 one side of the coin. In many developing countries a whole series of factors share the blame for the poor growth performance. Knowledge of these factors, their elimination and future prevention are extremely important for practical development policy measures, which as a rule involve "second-best" solutions. The appropriate steps have to be taken by the developing countries themselves. Such shortcomings exist in the macroeconomic as well as the sectoral and project policy fields.
The decisive factor for unsatisfactory development is, above all, the discrimination against agricultural production and against the corresponding foreign trade relations in comparison with the industrial sector in developing countries. This is frequently justified by arguing that ,,infant industries" require special protection.
In macroeconomic policy terms this approach drastically reduces the scope for agricultural expansion. This becomes particularly clear in the credit policy field. In the case of high rates of inflation, which often result from the fact that an expansionary monetary and fiscal policy has not been scaled down following boom periods, attempts are frequently made to step up growth in key sectors via extremely low or negative real interest rates. 3 As this is accompanied by a reduced incentive to save and an increase in capital flight this automatically 1 As regards the German hterature on this subject cf., above atl. publications by Baade, Blanckenburg, Boesch, Besters and Priebe. The World Development Report 1986 refers to research findings by C. R a n g a r a j a n : leads to credit control measures. The rationing of the supply of capital decreed because of this produces a situation in which investments in the agricultural sector and in remote rural regions are generally of only secondary importance. Priority is given to the apparently more productive investments in the industrial sector, since these are expected to produce favourable effects on foreign trade and employment.
The inadequate adjustment of exchange rates to the rates of inflation also has a detrimental effect on the agricultural sector and, due to the significance of this sector, on the economy as a whole. 4 The overvaluation of domestic currencies not only makes it more difficult to export agricultural products, but also encourages additional food imports, the prices of which are -for political reasons-already kept as low as possible for the urban population. Overvaluation is tantamount to a subsidisation of imports. It diminishes the competitive strength of domestic producers and reduces production incentives accordingly, especially since the majority of farmers cannot make full use of the lower-priced imports of agricultural inputs.
The degree of discrimination is even greater if (and because) the promoted branches of industry are protected by foreign trade restraints. Increases in domestic demand caused by growth of income, for example, lead to rising prices for the relatively rigid range of industrial goods shielded from foreign competition, whereas imports prevent price increases in the less protected agricultural sector, s This results in a change in the internal terms of trade to the detriment of the agricultural sector.
Adverse Effects of Fiscal and Price Policies
In many cases fiscal policy decisions also have adverse effects on the primary sector. Especially in the less developed countries the exports of traditional export products -i.e. natural raw materials and foodstuffs -which are relatively easy to register, are heavily taxed or subjected to duties in order to raise fiscal revenue. 6 In cases where there is a budget deficit, which can become a particular problem for 126 governments following boom periods, due to the commitment to long-term government investment programmes, there is a clear tendency to exhaust these sources of income even further and, at the same time, reduce existing subsidies for agricultural inputs. It is obvious that this results in a lasting deterioration of the conditions for profitable agricultural production and its expansion.
Similarly adverse effects for an economy's internal structure frequently result from price policies which are not orientated towards supply and demand, but which primarily serve to protect and ensure an expansion of the industrial sector. As a rule, the "inward-looking" industrialisation strategies guarantee comparatively high prices for domestically produced industrial import substitutes. This also applies to the domestic production of agricultural inputs, whereas the prices of agricultural products are kept low -in the case of both import substitutes and export products. 7 This policy of deliberate price distortions, which is common practice for both plantation crops and basic foodstuffs in many Third World countries, 8 makes it more profitable to produce protected industrial goods. Capital and labour are withdrawn from the agricultural sector without a proper assessment of the actual costs and benefits for the economy as a whole. 9 An increase in the level of wages can have an additional adverse effect on the agricultural sector. Its competitiveness declines, production and yields fall, and the possible contribution of the agricultural sector to the development of the economy is reduced.
These adverse effects are compounded by sectoral policies which were originally supposed to increase the prosperity of the economy as a whole. Above all, pricesetting practices, policies pursued by marketing organisations and sectoral taxation must be mentioned in this context.
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